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Dear Mr. Friedman:

This is in response to your letters dated December 21, 2001 and January 24, 2002
concerning the shareholder proposal submitted to UST by the Congregation of the Sisters
of Charity of the Incarnate Word and the Sisters of St. Francis of Assisi. We have also
received a letter on behalf of the proponents dated January 10, 2002. Our response is
attached to the enclosed photocopy of your correspondence. By doing this, we avoid
having to recite or summarize the facts set forth in the correspondence. Copies of all the
correspondence will also be provided to the proponents.

In connection with this matter, your attention is directed to the enclosure, which
sets forth a brief discussion of the Division’s informal procedures regarding shareholder

proposals.
Smcerely
74 N
Martin P. Dunn
Associate Director (Legal)
Enclosures
cc: Paul M. Neuhauser

5770 Midnight Pass Road
Sarasota, FL 34242

Sister Lillian Anne Healy

Director of Corporate Social Responsibility

Congregation of the Sisters of Charity of the Incarnate Word
P.0. Box 230969

6510 Lawndale

Houston, TX 77223-0969




~./

SKADDEN, ARPS, SLATE, MEAGHER & FLOM LLP
FOUR TIMES SQUARE

FIRM/AFFILIATE OFFICES

NEW YORK I0Q036-6522 BOSTON
—_— CHICAGO
TEL: (212) 735-3000 HOUSTON
LOS ANGELES
FAX:(212) 735-2000 _NEWARK...
. ‘PALO ALTO
http://www.skadden.com RESTON A

SANFRANCISCO
WASHINGTON, D.C.
WILMINGTON ___

- BEIJING

1

."

~BRUSSELS ..}

"HONG KONG . .
Rule 14a-8(i)(3), Rule 14a-8(i)(5) and " woscow 3~
Rule 14a-8(i)(7) SiNGAPORE

~" SYDNEY: 3
“oTOKYO -
TORONTO

December 21, 2001

Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
Judiciary Plaza

450 Fifth Street, N.W.

Washington, D.C. 20549

Re:  Shareholder Proposal Submitted for
Inclusion in UST Inc.'s 2002 Proxy Materials

Ladies and Gentlemen:

UST Inc. (the "Company") has received a shareholder proposal
(attached hereto as Exhibit A and referred to herein as the "Proposal”) from the
Congregation of the Sisters of Charity of the Incarnate Word (the "First Proponent")
requesting that the Company "regularly provide its shareholders and the public (e.g.
through its annual reports and/or its website) with complete lists of each financial or
in-kind contribution or grant made by the Company in each calendar year starting
with 2002 to any charitable, educational, religious, nonprofit, or tax-exempt entity."”
A second letter (attached hereto as Exhibit B) was received from the Sisters of St.
Francis of Assisi (the "Second Proponent” and, together with the First Proponent, the
"Proponents") indicating that it was also submitting the Proposal in conjunction with
the First Proponent.
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By copy of this letter, the Company notifies each of the Proponents of
its intention to omit the Proposal from the Company's proxy materials for the 2002
annual meeting of shareholders (the "2002 Proxy Materials”). This letter constitutes
the Company's statement of the reasons for which it deems the omission to be proper.

On behalf of the Company and in accordance with Rule 14a-8 promul-
gated under the Securities Exchange Act of 1934, as amended, we are writing to
request that the Division confirm that it concurs in our judgment that the Proposal
may be omitted pursuant to Rule 14a-8 or confirm that it will not recommend any
enforcement action if the Proposal is omitted. We have been advised by the Com-
pany as to the factual matters set forth herein.

Summary

It is the Company's belief, with which we concur, that the Proposal
may be omitted from the 2002 Proxy Materials because:

a. the Proposal is contrary to Rule 14a-9, which prohibits false or mis-
leading statements in proxy solicitation materials (Rule 14a-8(i)(3));

b. the Proposal relates to operations which account for less than 5 percent
of the Company's total assets at the end of its most recent fiscal year,
and for less than 5 percent of its net earnings and gross sales for its
most recent fiscal year, and are not otherwise significantly related to
the Company's business (Rule 14a-8(i)(5)); and

c. the Proposal deals with matters relating to the Company's ordinary
business operations (Rule 14a-8(i)(7)).

Discussion

A. Rule 14a-8(1)(3)

Rule 14a-8(1)(3) permits a registrant to omit a shareholder proposal
and the related supporting statement if such proposal or supporting statement is
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"contrary to any of the Commission's proxy rules, including Rule 14a-9, which
prohibits materially false or misleading statements in proxy soliciting materials.” Set
forth below are certain of the statements which are believed to be false and mislead-
ing.

First, the initial "Whereas" clause contained in the Proposal's preamble
is misleading in that it states that the Company "makes substantial charitable contri-
butions" without citing any supporting authority for such statement. As more fully
discussed in section B. below, the Company does not consider the charitable contribu-
tions that it makes to be "substantial”.

Second, the second "Whereas" clause contained in the Proposal's
preamble is misleading in that the newspaper articles cited as support for the state-
ment made therein do not, in fact, support such statement with respect to the Com-
pany. The Proposal states:

"the Company . . . [has] been charged with making contributions that
do not go to what the public commonly perceives as charitable organi-
zations but actually support nonprofit organizations that advocate the
Company's political positions before Congress and state legislatures."

The Washington Post and Wall Street Journal' articles cited, while referencing certain
cigarette companies by name, such as Phillip Morris and R.J. Reynolds Tobacco Co.
(each of which is a manufacturer of cigarettes), do not contain any references to the
Company or the smokeless tobacco industry specifically. In addition, the Wall Street
Journal and the Star Tribune articles cited generally discuss the purported lobbying
efforts of certain cigarette companies with respect to regulation of cigarettes. The
Company’s business, however, involves the manufacturing and marketing of smoke-
less tobacco products and does not involve the manufacture or distribution of ciga-
rettes.

! The Proposal states that the Wall Street Journal article is dated March 25,
1999. However, it appears that the article is actually dated March 25, 1996.
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The only reference to the Company in the three articles cited in the
Proposal appears to be contained in the Star Tribune article:

"In Minnesota, where anti-tobacco forces have led the nation in legis-
lative and regulatory initiatives, the battle has been hard-fought. The
industry's lobbyists include: . .. Former state Sen. Robert Tennessen,
DFL-Minneapolis, [who] was hired by UST Public Affairs, a division
of US Tobacco Corp."”

This reference alone does not support the statement contained in the second
"Whereas" clause of the Proposal with respect to the Company. A copy of these
articles is attached as Exhibit C for the Staff's convenience.

Third, the fourth "Whereas" clause contained in the Proposal and the
supporting statements accompanying such Proposal are misleading in that they
reference "attacks on the Company" and on "its philanthropic efforts” without citing
any supporting authority for such statements. The references to "attacks” are vague.
The Company is unaware of any "attacks" on it with respect to its charitable contribu-
tions. Accordingly, the Company believes that such statements should be deleted
from the Proposal.

Fourth, the resolutions contained in the Proposal are vague and
misleading because shareholders voting on the Proposal would not be able to deter-
mine with any reasonable certainty what actions or measures the Company would be
required to take if the Proposal were implemented. The Staff has stated that when
"the proposal may be misleading because any action ultimately taken by the Company
upon implementation of the proposal could be significantly different from the actions
envisioned by shareholders voting on the proposal,” the proposal may be omitted.
Wendy's International, Inc. (February 6, 1990); see also Joseph Schlitz Brewing Co.
(March 21, 1977); Philadelphia Electric Company (July 30, 1992).

In this regard, the resolution requests that the Company "regularly
provide its shareholders and the public . . . with complete lists of each financial or in-
kind contribution or grant made by the Company in each calendar year starting with
2002 ...." First, it is unclear what is meant by "regularly”. Does this mean that the
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Company, upon implementation of the Proposal, would be required to provide lists of
contributions before they are made, simultaneously when they are made, immediately
after they are made or once at the end of the year? In this vein, it is unclear whether,
upon implementation of the Proposal, the initial report of contributions would relate
to those made during 2001 or those being made during 2002.

Furthermore, the Proposal contemplates not just charitable gifts, but also gifts
to any educational, religious, nonprofit or tax exempt entity.

In addition, it is unclear what would constitute a "complete list" of
contributions or grants. How detailed would the list have to be? Would the list need
to include, for example, both the name and address of each specific donee? Or would
general categories of donees be sufficient (i.e., nonprofit advocacy groups)?

Based on the foregoing, shareholders voting on the Proposal may
envision a method of reporting contributions or grants which proves to be signifi-
cantly different from the ultimate method of reporting developed by the Company
upon implementation of the Proposal.

Finally, the Proposal fails to disclose the monetary cost of, or the
administrative effort involved in, implementing the Proposal. The Division's Staff
has found that a proposal's failure to disclose certain costs can be misleading in
violation of Rule 14a-9. See NLT Corporation (February 16, 1982); Occidental
Petroleum Corporation (March 18, 1981); Penn Central Corporation (March 18,
1981). Upon implementation of the Proposal as drafted, the Company may be
required to engage in costly, time consuming record keeping and reporting.

In light of the foregoing, the Company believes that the Proposal is
vague and misleading and are, therefore, excludable from the 2002 Proxy Materials
pursuant to Rule 14a-8(i)(3) and Rule 14a-9.
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B. Rule 14a-8(1)(5)

Rule 14a-8(i)(5) permits a registrant to omit a shareholder proposal if
it "relates to operations which account for less than 5 percent of the company's total
assets at the end of its most recent fiscal year, and for less than 5 percent of its net
earnings and gross sales for its most recent fiscal year, and is not otherwise signifi-
cantly related to the company's business."

The Company's business does not relate to the subject matter of the
Proposal. Furthermore, the Company'’s total charitable contributions or grants in 2000
equaled less than five percent of the Company's sales, earnings and assets. In view of
these facts, the Company believes it may properly rely on Rule 14a-8(i)(5) to omit the
Proposal from the 2002 Proxy Materials.

C. Rule 14a-8(i)(7)

Rule 14a-8(i)(7) permits a registrant to omit a shareholder proposal if
it "deals with a matter relating to the company's ordinary business operations." The
Securities and Exchange Commission (the "Commission") has stated that one policy
consideration underlying the ordinary business exclusion is that "[c]ertain tasks are so
fundamental to management's ability to run a company on a day-to-day basis that they
could not, as a practical matter, be subject to direct shareholder oversight." See
Release No. 34-40018 (May 21, 1998).

It is well settled that formulating a shareholder proposal as a request
for a report or study of a particular matter will not avoid the reach of Rule 14a-8(i)(7)
if the underlying subject matter involves the ordinary business operations of a
company. See Release No. 34-20091 (August 16, 1983) (adopting an interpretive
change pursuant to which "the staff will consider whether the subject matter of the
special report or the committee involves a matter of ordinary business; where it does,
the proposal will be excludable under Rule 14a-8(c)(7)," the predecessor to the
. current Rule 14a-8(1)(7)).

In determining whether a proposal concerns the ordinary business
operations of the Company, the Commission distinguishes between matters of
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business that are mundane in nature and matters that raise significant social policy
issues. See Release No. 34-12999 (November 22, 1976) (articulating an exception
from the purview of Rule 14a-8(c)(7) (the predecessor to Rule 14a-8(1)(7)) for certain
proposals that raise significant social policy issues).

The Company recognizes that the Staff has generally found that a
proposal relating to charitable contributions involves a matter of basic corporate
policy which is extraordinary in nature and beyond a company's ordinary business
operations. The Staff has generally found that such proposal may not be omitted from
a company's proxy materials unless the proposal pertains to a particular type of
charitable organization. See, e.g., Citigroup Inc. (February 29, 2000); AT&T Corp.
(February 17, 2000); Bell Atlantic Corporation (February 17, 2000); Union Pacific
Corporation (February 5, 1993).

The Company submits that, although the resolution contained in the
Proposal appears to relate generally to charitable contributions made by the Company,
the second "Whereas" clause contained in the Proposal indicates that the real purpose
of the Proposal is to obtain a list of any charitable contributions or grants made by the
Company to particular types of charitable organizations, i.c., "nonprofit organizations
that advocate the Company's political positions before Congress and state legisla-
tures." Furthermore, the remainder of the Proposal and their accompanying support-
ing statements indicate that one goal of the Proposal is to limit contributions made to
such organizations. Accordingly, the Company believes that the Proposal is
excludable pursuant to Rule 14a-8(1)(7) because they pertain to a particular type of
charitable organization.

Furthermore, in contrast to the proposals in the letters cited above, the
Proposal encompasses not just charitable contributions, but also payments made to

any educational, religious, nonprofit, or tax exempt entity.

For the reasons set forth above, the Company believes that the Pro-
posal may be omitted from the 2002 Proxy Materials pursuant-to Rule 14a-8(1)(7).

Conclusion
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Based upon the foregoing, we hereby respectfully request that the Staff
not recommend any enforcement action if the Proposal is excluded from the Com-
pany's 2002 Proxy Materials. Should the Staff disagree with our conclusions regard-
ing the omission of the Proposal, or should any additional information be desired in
support of the Company's position, we would appreciate an opportunity to confer with
the Staff concerning these matters.

In accordance with Rule 14a-8(j), six copies of this letter and the
Proposal are enclosed, and a copy is being sent to the Proponents. If you have any
questions regarding any aspect of this request, please feel free to call the undersigned
at (212) 735-2218.

Please acknowledge receipt of this letter and its enclosures by stamp-

ing the enclosed copy of this letter and returning it to our messenger.

Very truly yours,
Qo ). G X

David J. Friedman

Attachment

cc: Debra A. Baker
(UST Inc.)

Sister Lillian Anne Healy

Director of Corporate Social Responsibility

Congregation of the Sisters of Charity of the Incarnate Word
P.O. Box 230969
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6510 Lawndale
Houston, TX 77223-0969

Irene Senn

Corporate Responsibility Agent
The Sisters of St. Francis of Assisi
3221 South Lake Drive

St. Francis, WI 53235-3799

579075.02-New York S7TA




l - EXHIBIT A

CONQGREGATION
of the : ‘
SISTERS of CHARITY of the INCARNATE WORD

RO, BOX 230960 « 6510 LAWNDALE » HOUSTON, TEXAS 77223-0962
{713 Q280083 » (713) 631-2040 FAX

October 22, 2001

M. Vineent A. Gierer, Jr., Chief Executlve Officer
UST Ine.

100 W. Putnam Ave.,

Greenwich, CT 06830

Dear Mr., Gierer:

The Congrogation of the Slsters of Charlty of the Incarnate ward have been beneficial
owners of at lesst $2000 of stook in UST Inc. We will own this stock at least through the
annual meeting, Verlfication of our ownership of this stack for at leaat one ysar will be
sent under separaie cover.

As Director of Corporate Responsibility for the Congregation, [ hereby submit the

enclosed resolution for inolusion in the proxy statement for the next annual meeting, This

is done in sccordance with Rule 14-a-8 of the General Rules and Regulations of the

. Seouritics and Exchange Act of 1934 and for oconsidaration apd action by the
T ghareholders at the annusl meeting,

. Again, we ave always more than willing to dislogne with the Company on the matter wo
wish 10 set before the shareholders,

" Slucerely,
A 4. o

Sister Lillian Anne Healy
Direstor of Corporate Social Respousibility




. UsT
. Full Disclosure of Charitable Confributions and Atmv.itm

WHEREAS ether major U,8. tobacea compeniee, sush es Phillp Marris Campanies, Inc., have
baen getling eubstantial good publicity for thelr cherltable conirbutions; and UST also makes
submantial charitable contibutiong that might contribute to imerove it publio Image,

WHEREAS the Company end other iohaoso companigs have bean charged with making -
contributions Uvat da net go to what the public commenly pereaives as charitable organizatidis -
but actually support nonprefit arganizations that advocsts the Company's political peeltions -
befora Congrese and elate bmwm (se#, 0.0.. Weshington Post, "Think Tenks:
Carporationa’ Quiet Weapon; rofite’ Studies, Lobbying Advance Big Business Ceuses,”
01/20/00; Btar Tribune (Minneapolis), Tebacco industry Uees Other Groups to Get (ts Measage
Qut, 08/21/68; Wall Sireet Journal, Tobecco Industry's Figures On Pealitical Bpanding Don%
Refiect Gifta To Think Tanks, Other Groups,* 08/28/88);

WHEREAS the Campany has nat et provided & comgrehernive and complata'nlt of the
rcipients of lts charitable conirbutions; '

WHEREAB mare Informetion on the Cempany's cheniiable donaticna 'a nesded to caunter
sttacks an the company and & enstite it mcelves full and falr credit for ite cheritable activitiar;

RESOLVED that sharsholders requagt the Company fo raguiany provide its sharehoider and
the publie (e.g. thrauigh its annusl reports and/of its website) with camplets lists of aach financial
o In-kind contributien or grent made by the Compeny In sach calendar yesr stariing with 2002
to eny chariable, aducationgl, religieus, nonpwﬁt or tax-axempt antity.

Supporing Statement

Sharshaiders nasd & <lear sccounting of the Company's charitabie cortributicns in order tn
ovaluats tha effectivanase of these contributions for Improving the Campuny's public Image.

Full diseinaure of aur Campany's snnual charitable contributions and its related publieity effarts
will ansure that our Company receives full and falr oredit for.it8 charitable cantributions in & way
thal direstly responds & the meny attecks on the Company snd its philanthrople sfforts. Ful)
dincloaure will uise heip to ensure thet aur Company dees nat make any charitable donstions it
may ba smbarassad or othenwise unwiiling to disciose. §f you egree, plesse voie “Yes” for this

proposa),
2002USTCharitabisBiving 08/22/01 ' 851 words, Inciiiding title
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Novamber 15, 2001

Mr. Vincant A. Glarer, Jr.
Chisf Execulive Officer
UsT

100 W. Puinam Avenue
Greanwich, CT 08830

A m oo —

Dear Mr. Geirar; N

The Sisters of St, Francis of Assls) are the benefloial owners of 100 shares of UST
cammon stock and will retaln such etock through the company's next annual meeting.
A lenarYr verification will be sont under eeparate cover,

As Corparate Responsiblity Agent of the Sigters of &t. Francle of Aselei, | em authorized
to submit the enclosed reselution, In canjunction with the Congregation of the Biatars of
Charity of the Incamate Word, for Inclusion In the proxy atatement for the next annus
mesting. Thia is done In accordance with Rule 14-a-8 of the General Rules and
Regulations of the Securlties and Exchange Act of 1834 and for consideration and
action by the eharsholders at that annus! mesting. :

As always, we are open to dialogue with the Company on the matter wa wiah to sat
before the sharaholdams.

Sincargly,

L

Irang Senn
Comorata Responaibliity Agent

Enc,

R

3221 South Lake Drive  8t. Francis, WI §3235.379¢ Fax 4147447193 Fhone 414.744.1160




UST
Full Disclosure of Charitable Contributions aud Actlvities

WHEREAS ofher major U8, tobaoco companies, suoh es Phillip Morris Companies, Inc., have
been getting substantlal good publielty for thelr charitable contributions; and UST slso makes
wubstantial charitable oontributions that might contribute to improve its public invege.

¢ !
WHEREAS the Company and other tobaceo companies have haen charged with making
contributions that do not go to what the public commenly pereeives ag charitable orgsilzations
but actuslly support nenprofit crganizations that edvocate the Compeny's political potitions
before Congresa and atate legislatures [eee, e.2., Washington Post, "Think Tenks:
Carporations’ Quiet Weepan; Nanprofite’ Studies, Lobbying Advance Big Business Cauges,”
01/25/00; Star Tribune (Minneapolia), Tobacoo Industry Uses Other Groups to Get Its Meazage
Out, 06/21/58; Wall Street Journal, Tobacco Industry’s Figures On Political Speading Don't
Reflect Gifta To Think Tanks, Other Groups,” 03/25/89];

WHEREAS the company has not yet provided s comprehensive and complete list of the
reciplents of its charitehln contributions; .

WHEREAS more information on ths Campeny's charitable donations 13 needed to counter
attucke on the company and {o sngwse it recefves full and fuir oredit for its chariteble activities;

RESOLVED that sharcholders request the Cornpany to regulerly provide its shareholders and the -
public (e.g. through its ennue! reparta aund/or ita wabaite) with complete Uats of each financls! or
In-kind contribution or grant made by the Compeny in ench calendar yeer starting with 2002 o
eny charitsble educational, religlovs, nonproflt, or tax-exempt entity.

Supporting satement

Sharcholders need a clear rocounting of te Company’s charitable contributions in order to
evaluate (he effectivensds of thene cantributions for improving the Company's public image.
Full diselosure of our Company’s annual sharltable contribwtions and its related publicity offorta
will enisure that our Company recelves full and falr credit for Its chartable contributions in s way
that directly reaponds to the many attacks on the company and its philanthropie efforts, Full
discleaurc will also help to ensure that our Company does not make any charitable donations i
may be embarrassed or stherwise unwilling to diselose. If you agree, ploase vote “yea” for this

proposal.




- EXHIBIT C

Copyright 2000 The Washington Past
The Washington Fost

January 29, 2000, Saturday, Finsl Edition
SECTION: A SECTION; Pg. A01 |

LENGTH: 1932 words
HEADLINE: Think Tanks: Carporations’ Quict Weapon; Nonprofits' Studies, Lobbying Advance Big Business Cavacs

BYLINE: Dap Morgan, Washington Post Staff Writer

BODY:

Derailing e multibillion-doflar federal plan to restore the Florida Everglades is just the kind of cauae that suits Citizens
fov & Sound Reonomy, a conservative think tank that fights for smaller government.

But soon afier the group took on the Bverglades project in 1998, the Washington-based nonprofit got an incentive that
went beyond the purely philosophical. Tt recsived $700,000 in contributions from Florida's three biggest sugay
enterpriaes, which stand to lose thousands of acres of cane-growing land to reclamation if the Army Corps of Enginecrs
plan goes mta effect

The sugar contributions were never disclosed publicly but were outlined in internal CSE documents that detail how
Various corporate inferests donatsd millions to the group to bankyoll its efforts on issues of direct mterest to them, from
global warming to Florida tart reform.

Along with thase earmarked contributions, from companies such as Exxon Corp. and Hertz Corp., the organization
received more than $1 million from Philip Mormis Cos. at a time when CSE wag opposing cigaretts taxes. Phone
company US West Inc. gave $1 million as CSE pushed deregulation that would let US West offer long-diatance service,

The documents, obtained by The Washington Post, provide & rare look at think tanks' often hidden role sz a weapon
in the modern corporate political arsenal. The groups provide analyses, TV advertising, polling and academic studies
that add an air of suthority to corporals arguments—-in many cases while maininining the corporate donots' anonymity.

"Carporations have discovered that funding of research, publications, media campaigns and other forms of sdvocacy
on palicy issues can serve &s an adjunct to traditional corporate lobbying and political contributians,” said James Allen
Smith, authar of 8 book about think tanks.

Orthers use harsher terms. "It's part of a rent-a-mownthpiece phenomenon,” said Gary Ruakin of the Congressional
Accountability Project, "Thare are mercenary groups that function as surrogates when industry feels it's pot
advantgeous for it to speak directly.”

C8E afficials will not discuss specific donations, saying that dieclosure could expose contributors to harsssment by
{sbor wmions or other groups. CSE President Paul N. Beckner strongly denice picking issyes with an eye to their
potential for turing corporaie funds—or failoring the groups' views to mesh with thoge of contributors.

"We aren't 8 group for hire," he said. "There's a bright line that defines our independence. There is only ope pesition
we can take on moat issuzs: the one that means less government and lower xes. We choose the issues we work on, and

we decide how that money is expendad.” '

While corporations aye prohibited from cantributing directly to political candidates, there are no restrictions on their
giving to nomprofit organizations such as CSE whose advocacy may belp their interests. And though (obbyists
TEpresenting corporstions mmst register publicly, nonprofit groups ate not required to identify the corporations finamcing
their 1obbying work,

o




The Washington Post, January 29, 2000 |

In recemt wesks, CSE has thrown itself into the political campaigns in Towa and New Hawmpshire, sending owt grass-
10015 aetivista~clad in signature red jackets emblazoned with the organization's Web address on the back—to obtain
candidate endarsements of ity position against Internet taxation.

Such outright activism is not for every think tauk. Some, such as the Heritage Forndation, will not accept money for
gpecific projects for fear of appearing beholden to the interest that funded it. Others, such ae the Cato Institute, take
earmnarked maney but go beyond the legal requirements and identify major donors.

For example, the largest eupporter of Cata's study of Social Security privatization is the U.S. insurance company AIG,
wirich mannges orivetized retirement systemns abroad and stands to benefit if-as Cato is recommending--such an aption
18 put in place heye. .

But other groups, including CSE, use donations for apecific projects without making public the names of their donars—
raiging questions even amang some of fheir fellow think tanks. "A nouprafit which is doing work for a very clear iterest
ought to revea) that," said Urban Institute Fresident William Gorham.

On the other end of the political spectrusty, some lefi-leaning think tanks take money from sinmilatly interested partics.
For example, umions provided the seed mongy to start the Economic Policy Institute, which produces rescsrch an trade,
wage and work-related issues.

CSF, founded in 1984, has became 8 particularly vocal and political group under the chairmanship of C. Bayden Gray,
a Washington lawyer who served as President George Bush's White House counsel. Modeling itself on grass-roats
groups such aa the Christian Coalition and Ralph Nader's activist organizations, CSE has ingerted itself into a number of
fights with the Clinton administration and becoms an active force in state politics on issnes from tort reform to labor.

The group has a foundation that can take tax-deductible contributians—used, far example, o finance ita "educstion”
effort in gupport of 8 Californis initiative requiring unions to get annual permission from members to use dues foy
political purposes. It has a nonprofit arm that can engage in even more extensive lobbying. This year, CSE is branching
imto explicitly slectoral politics; §18 board recently voted to set up s political sction commmittes with 8 goa) of raising at
least §} million for favored candidates in 2000,

Critics—and cven some business lobbyiats--have previously said that CSE's "grass roots” activism has sometimes been,
28 National Journal wrots in 1996, "a fig leaf for corparate lobbying efforts.” But the newly obtained intemal CSE
spreadshest—~whose informetion was verified independently with a number of cosporations—-offers the moat precise
llustration yet of the close fit between CSE funding and carporate interests.

Iv shows that Bxxon Carp.'s $175,000 for "global climate” issues arrived after Beckner dismissed the notion of global
warming s “junk science.” Fnizengs Holdings' gift of $75,000 went toward the battle for Florida tort reform legisiation,
which limited ¢ar rents] companies' lishility. The holding coropany manages the investments of Florids busipzssmsn
Wayns Huizenga in, among other things, auto rontal compamies.

A CSE project on the New Jersey auto insurance market brought in funds from three insurence companies gnd two
wade associstions. The Association of American Railroads chipped in for a study of Jegislation that conld forcs railroad

couypanies to let ather shippers use their tracks. -

Several months efter Micrnsoft Corp. conmitied $380,000 to C3E's tax-exempt foundation last May, CSE officials
lobbied in Congrass to limi the Justice Department's budget for sntitust enforcement. CSE officials say their opposition
1o Jugtice's antitrust suit against Microsoft long predated the company's caniribution.

CSE was founded by two free-spirited midwestern oil and gas tycoons, the brothers David H. and Charles G, Koch,
principal owners of Koch Industries of Wichita. Foundations they controlled helped found Cato, CSE and other less-
kmown think tanks committed to ths Kochs' libertanan beliefs.

But although the Kachs and s stable of wealthy individuals and foundations have continued to provide a base of
SUppOTY, corporate conivibutions now canstitite the bulk of CSE's incomme, which has grawn from $4 million in 1991 to
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$15.5 million in 1998, According to the documents, General Electric and Publix Super Markets Inc. gave $500,000 i
1998, and Emerson Electric Co., AlliedSignal Inc., and Johnson & Johnson provided $200,000 each.

"Our goa} is to build an army of grass-roats ectivists who belicve in limited government and lower wxes," Beckner
said. ‘

CSFE's Flarids operations sxemplify its activism.

CSE took in the sugar industry contributions--$280,000 each from U.8. Sugar Corp. and Florida Crystals Corp., snd
$140,000 from the Sugar Cane Growers Cooperative of Flarida-from October to December 1998. That November, CSE
Faundation issued a news release asserting that the Everglades project would cost $120 per housebold in Florida and
could rewnlt in the loss of 2,879 jobs. The foundation also released a poll concluding that the vast majarity of Floridians
did not support tax hikes 1o finance the project.

Describing CSE as the "vaice of consumers for free enterprise,” CSE representatives in polo shiris with the CSE logo
showed up at & series of local hearings on the plan. And in early 1999, CSE Foundation nnveiled a study charging that a
peey review pamel appointed by Juterior Secremry Bruce Babbiit lacked objectivity.

Meanwhile, sugar industry representatives kept a low profile, asserting publicly that, in principle, they supported the
restaration; plan, The Florida legislature approved a revised version of it 1ast year, but hurdles remain, including
congressional fimding. The companies said they did not renew their contributions to CSE in 1999 because CSE's
outgpaken criticiam no longer reflected their position.

CSE officials, cophasizing their growp's independence, noted that, on a separate jssue, CSE's opposition to sugas
frport quotas is slwrply at adds with the damestic sugar induatry. But U.S. Sugat Carp. spokeeman Rabert Buker oted
that CSE "has not been in the front row of the debate" over fraport guotas since it roceived industry fumding, "We had a
good dialogue with them," he added.

The Everglades has been just one of CSE's Florida projects. Jon L. Shebel, president and chief exmxﬁ\fo of Assaciated
Industries of Florids, representing 10,000 businesses, credits CSB with helping enact the broad tort reform last year that
was buainsas's top prierity in the state, . .

"Ihey've mado & difference in Florids,” said Shebel. "We had a major war going on with the trisl lawyers. A$ times
[CSE] would take the TV, and we would take the radio. They have access to big dollars that we don’y have access to. . . .
It's sdded & new dimension.”

According to CSE documents, at least $460,000, mainly in corparate donations, was earmasked for the project in
1998. The fimds included the Huizenga contributions, $25,000 each from Heriz Corp. and DaimierChrysler AG, and
$10,000 from Dollar Timfty Automoative Group.

"It was a meeting of the minds,"” said Hinzenga Holdings spokesman George Rizriet, "We trust that they're going to do
what they agree to da, which is to suppart the issue."

When necessary, CSE displayed a willingnees to use hardball tactics in pursuis of tort reform. Martin County, Fla.,
attorney Joaeph Negron, a Republican, felt CSE's bite lagt fall when the group ron a siream of TV ads in faver of his
GOP primsry oppenent in a special election for state assembly. The ads branded Negron a "trial attomey,” and although
they did not specifically urge & vote against him, the implication was clear that voters chould back Negron's opponent,
who had pledged o protect the recently passed tort yeform. '

"Or political department orchestrated the whole thing,” said Associated Industries’ Shebel. "We called CSE and said
here's the plan, can you do something? They did TV, We did radio, direct mail and oll the analytical work "

"It's & lethal way to go after somebody,” said Negron. “They can fly under the radar screen because they don't have ta
give you notice. There are no limits, no restrictions and no disclosure. It's put the fear of Gud in & number of Republican
candidares.”
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HEADLINE: Tobacco's ally groups help get the word out; ‘
The lobbying arm of the industry shakes hands with hundreds of other groups here and across the nation.
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From his Bloarsingron law office, Tom Briant has been uniquely positioned to combat Minnesot's anti-tobacco
forcos,

At the slightest threat of an increage in the state's cigarette tax, he could release a harsh wamning from the Mimmesota
Wholesale Marksters Association.

If & city proposed an anti-smoking msasure, he could mobilize the Minuesats Coalition of Responsible Rewilers.

Or he could activate the Coalition for Respansible Vending Sales.

An alert Mimesots legislator might have realized that the array of letterheads for these organizations - which together
represent hundreds of Minnesota businesses - a)] bore the same address: Brignt's office.

But few could have knawn the extent of his collaboration with the tobacco industry, Briant rpgulnly provided
tobacco officials with detailed intelligence reposts on Minnesota legislative initiatives, while soliciting lnmdreds of
thousands of dollars from the mdustry to finance his groups’ activities,

Briant's tactics, detailed in newly released documents from the Minnesots tobacco trial, offer a glizpse of the emoke-
and-mirrors lobbying effort the industry is using intensively this year to fight tobacco legislation in Washington and
dnzena of states.

In addition to s daunting lineup of big-name lobbyists, Philip Morris Cos., R.J. Reynolds and other cigarstte mpkers
have waged a broad, sublerranean campaign, enlisting respected businees and nonprofit groups as their front-line troops.
Many of the battalions in the industry's lobbying ammay don't have "tobacca” in their names, end their industry
cohpections are not immmediately visible. ‘

A gpofzsman for the Tobacco Institate, fhe industry’s public reletions and lobbying arm, declined to comument oz the
institute's lobbying tactics. Briant eaid his groups are not "fronts” for the tobacco industry, adding that he has never
attezpted to couceal thase relationshipa,

Similar relationships have wrned up across the country.

In Pontland, Ore., the Faimess Matters to Oregonians Committee ran a blitz of TV and radio ads in 1996 auacking e
proposed incroase in the cigarene tax. Responding 1o 8 complaint, the Fedaral Commmnications Cormmseion required
the Tobacce Ingtitute to disclase that it financed the ads,
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In New York, two organizations have taken polificians (inclnding Minnesota's Gov. Ame Carlson) on lavish
intenational trips. The groups - the New Yark Society for International Affairs and Americe-Enropesn Commumity
Association - were formed to promote international trade but are quietly fonded by the nation’s largest wbacco producer,
Philip Moreis, and run by ane of its vice presidents. Carlson denies knowing in advance that the wip be 1ook was paid for
with tobacce money.

Recently, tohacco companies employed similar tactics on 8 grand scale as the U8, Senate debated, then last week
stymied, legislation to extract ¢ half-inillion dollars from tobacco companies over 235 years 1o settle heslth claims and
curb teenage smoking. ' :

Minmesota camipaign

The industry lsunched its cavert effarts in Mirmesot more than a decade ago because of concern about the zeal of the
stute's anti-smoking movement.

Michael Brozek, a regional vice prosident for the Tobacco Institute, wrats in 8 1985 memo that "since Minnssots has
sten fit o designate irself 'a modsl for the country' with regard to anti-smoking legislation, our only choice in this matter
is & compplete victory. Anything less conld be used against us in other states. We will epgploy oll means 1o sectye thet

vicm. f

Given the stmosphere in Minnesota, industry represcutative Roger Mozingo noted in a Sept. 24, 1590, memo that
"experts or economists speaking on behalf of the Tobacco Institute would be of linde use” and suggested working with

exizting groups instead,
In discussing strategy for fighting a proposed increase in the excise tax an cigavettes, Mozingo said the Legislature

"would be more inclined to absorb the message" if the indusiry were "able to induce & taxpayers group, A% sgriculiure
group or § union” to make its case.

In the early 1990, the industry launched what it dubbed the "Minnesota Plan.l“ '

The tobacco companies had already hired well-connected lobbyists, such as Tom Kelm, who was chief of staff to
farmer Gav. Wendell Anderson. They also had made $2,500 monthly payments to the Teamsters vmion's chief
Mimuesota lobbyist, Wes Lane, who in turn provided the Tobacco Institute with intelligence reparts between 1988 and
1992 snd, without divulging his tobaceo tiss, voiced the union's opposition ta anti-smoking measures at the atate and
lacal level.

Lane, now retired, contended in an interview thet he supported the induatry becauss the Teamsters "represemed all the
people that made [cigarettza] and delivered them and warshoused them.” He said his consulting deal was approved by &
now-deceased Teamsters official whom he declined to identify, adding that without approval, "I wouldn't be out doing
that kind of eap.” -

To help asswe thas the public perceived the industry's anti-tax message as legitimate, tobacco executives developed
relationahips with Mirmasoty Citizens for Tax Justice (CTY), » labor-backed waichdog group apposed to regresaive
waxation. The arganization's director, Wayne Cox, said last week that industry contributions - which he estimated to be
$10,000 to $15,000 annually for several years in the early 1990s - did not have any influence on the crgenization's
policy. The industry also attempted to join forces with the Minnesata Taxpayers Association, a more conservative group
whose studies of texation have also received statewide attention. Both citizens groups opposed any increase in tobacco
taxes bur aaid that they would have held the same poaition even if the induairy hadn't made donations.

A Feb. 21, 1995, memo from the Tabacco Institute recommended ghost-writing newspaper opinion articles to be
signed and sobumitted by the Taxpayers Association, labor ugions and a group of tobacco wholesalers. The Taxpeyere
Association received donations of $3,000 in 1995 and $2,000 in 1996 from the institure. _
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Taxpayers Association executive director Dan Salomone denied last week that the tobacco industry dictatzd policy or
any actjon by his organization. He also denied that hia organization distributed articles ghost-written by the tobacco
indusiry. He said that the Tobacco Institite paid stendard membership dues totaling $5,000 between 1991 and 1996, and
sn inatitute representative briefly held a position on the association's bosrd.

Salomone said that the industry asked the Taxpayers Association to conduct research on its behalf, but the
association, copcermed about mintuining independence, daclined the offer. -

Comman Cause, a govermment warchdog group, said the tobacco mdustry’& Minnesota lobby - spending as much as
$2.4 million from 1994 to 1996 alone - has been so effective that the state's rate of wmxing tobacco praducts slipped from
the highest in the nation in 1991 to 17th last year.

During the first )5 montbs of thie election eycle, the industry contributed more than $4.4 million to federn cindidates
and nstional partics. (During the 1995-96 election cycle, Philip Marris gave mare thap $4.2 million in campaign
contyibutions, making it the cingle largest donor in the covarry.)

The figures ars even 1oore impressive considering that many in Congress refuse to accept tobacco money. Soms who
have sided with the industry, including Sen. Rod Grams, R-Minn., say they will ke donations, Rep, Collig Peteraon, D-
Minn., who has accepted $4,000 this cycle from political action committees linked to tobacco, said siniply, "I don't go
for some of this palitically correct etff.” Rep. Gil Gutknechit, R-Mimn., accepts donations from non-tobacco subsidiaries
sch as Philip Morris' Kraft Foods. Kraft "does 8 lot of business in his district,” Gutknecht's epokesroan said.

‘Agtrotorf' strategy

While lobbying and campaign contributions are important, logislative battles are increasingly being fought between
consulting firms that specialize in launching grassroots cempaigns to prompt voters to call ar write their legislatora,
Critics gy the tabacco industry’s actions this yeay, like those of other businesses fighting government regulation, are 8
classic case of "Astronut erganizing" - & sirategy that creates the impression of @ spantaneous grass-roots inaurection,

The industry has st up telephone banks with toll-free numbém, sametimes ’patching callers directly through to
congressional offices, and has circulated printed postcards and petin'ons that require only & signature.

The chief Senate sponsor of the tobacco legislation, Republican John MeCain of Arizona, knows all about
"Astromrf,” He haa received 19,000 form letters and postcards - about 17,000 of which opposed hiz bill, said his press

secreiary, Naacy [ves,

The $40 million industry ad carspaign sesailing McCain's bill included blitzes in his home state and in New
Hampshire and Jows, where he may seek early support for s possible presidential run in 2000.

Orchiestrated mail campaigns also have reached Mimmesota lagislators.

Gutkmecht epokesman Lee Aase said his office has received nearly 1,000 constituent contacts apposing a cigaretis tax
increase - abowt 75 percent of them "posteards from an organized campmgn.

Grams hae received about 1,560 calls, letters or e-mails opposmg the tobacco {egislaton md only o few dozen
supportng it, said tis spokeeman, Steve Behm. Behm said he did not know haw many of the letters were identical.

Rep. Jim Ramstad, R-Min., said that anti-smoking groups have also lamched en organized grase-roats postcard
cagnpaign, though it is nmch smaller than the induswy effiort.

Many of the pro-industry postcards bear the imprist of the National Smokers Allisnce, formed in 1993 when Philip
Marris contributed "seed money” to ereate an "advocacy group for its customers,” seid Gary Auxier, 3 senior vice
president at the uu;limc. The group was eet up by executives of the tohacco giant's public relations firm, Chicago-based
Bureon Marsteller.
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While the allisnce now claims to be independent, with 3 million dues~paying members, it still gets funding from
Philip Mozris and now has help from two other tobacco compmws Lorillard Inc. aud Brown and Williamaon,

Qther tobaceo companies are distributing petitions in truck stopa and convenience stores. Some convenienee stores
participating in theso efforts are in Minnesota and are members of one of Briant's associations.

Briant seid in an interview that it is no secret that his groups are hacked by the tobacco industry and that he disclosed
the fanding sovrces in anwual reporis filed with the Ethical Practices Board, though he did not reveal dollar figures.

Buy beyond the disclosure on those forms, neither Briant nor his groups advertised their alliance with the industry.
Indeed, in giving his group $20,000 in 1390, the Tabacco Institute required him to pledge to keep their conmmunications
"in the strictest confidence,” according to the wriiten agreement. One of Brianr's organizations - the Minnesota Candy
and Tobacco Associstion - removed its obvious link ta tobaceo in 1994 when it was renamned the Minnesots Wholesale
Marketers Asacciation.

In 1991, he said m a Jerter 1o the Candy and Tobacco Association's state kobbyists that he had phoned the inssitute "to
inguire whether we should begin lobbying our assigned legislators, . . [Thzy] said that we should proceed.”

In 1993, Briant formed another group, the anesota Coalition of Respanslble Retnilers, to fight local anti-smoking
ordinances. It linked five state trade associations whose members included grocers, retailers and eervice smtion
operators.

In the interview, Briant said his groups were heavily outspent by the opposition, contending that $6 million in federal
moncy was distributed to Minnesota anti-smoking groups during the past five years.

"My role has been to assist the wholeéa]m, the vendors-and the retailers in responding to a relentless attack by anti-
tabacco groups on thewr legitimate business interests,” he said.

The ingtinyte's national budgcta in recent yzars allotied hundreda of thonsands of doliars to help fund wrade-
associgtions of retailers, wholesalers, lignor distributors and grocers, as well as anti-tax groups, in states across the
countyy. .

- The Svar Tribune library, Stay Tribune staff writer John Stefauy and vesearcher Chris Hamilton contributed to this
repant.

Tobacco fight:

The matchup
The tobacco industry has assembled a formidable lineup of Jobbyists and representatives to further ita agenda during

the barle over federnl tobacco legislation. And while they don't have many of the big names, suti-tobacco forces have
as0 asacmbled 8 powerful team.

Ou tobacco tbmn

- Boh Dolo, the former Republican presidential candidate and Senate GOP leader, now a special counael 1o Vemer,
Lipfert, Bernhard, McPherson & Hand, a law firm that represents the interests of the entire industry.

- George Mitchell, former Senate Democratic leadst, also special counsel to Verner, Lipfert in Washington.




Star Tribune (ancapoljs, MN), June 21, 1998

- Howard Baker, former Sepase Republican leader and White House chief of staff during the Reagan administration,
represents RIR Nabisca and Brown and Williemson Tobacce Corp.

- Jane Hickie, chief of staff to former Texas Gov. Ann Richards is now chief lobbyist for Vemer, Lipfert,
- Haley Basbour, former chairman of the Republican National Committee, represents the industry in Washington.
- Charjes Black, a leading Republican lobbyist, now works for Philip Moris.

- Howard Lichengood, former Senate scrgeant at arms, works for the public relations and lobbying firm of Burson-
Marsteller on the Philip Moris acemmt.

- L. Andrew Zausner, former Cearter administration Energy Dopartment official, works for Lorillard Tobaceo Co.

Minnesotm bartlegroumd

In Minnesom, where auti-tobacco forces have led the nation in legislarive snd regulatory initiatives, the battle has
been hard-fought. The industry's lobbyists include:

- Thomas Kelm, who was chief of staff to former Minmeeota Gov. Wendell Anderson, has worked far years for the
Tabacco Institute.

- Andrew Kozak, another Andeyson aide, also wotked for the Tobacco Institute.
- Formey state Rep, Charles Brown, DFL-Appleton, was tdred by Philip Motris,

- Former state Son, Robert Tennessen, DFL-Minneapolis, was hired by UST Public Affairs, a division of US Tebacco
Cﬂ'l'p. , [ ' . .

- Ronald Jerich; 8 Jongtime friend of and chauffeur for state Sen. Doué Johnson, DFL-Tower, chairman of the Senate
Comwmirttee an Taxes, has been hired by RJIR Nahisco.

- Jirn Larkin of the Larkin Hoffman law firm in Bloomington representad the Tabacco Instimte m lobbying against
lncal ordinances that would have restricted tobacco sales.

Anti-tobacco forces

- Vin Weber, fnmm Minnesota congressman, close to House Speaker Newt Gingnch and athers in the top cchelon of
the Republican Party, works for the Campaign for Tobacco-Free Kids.

- Thomas Downey, former New York congreasman. close to Vice President Al Gore and othar lerding Demactats,
hired by the office of Miomnsaota Attorney General Hubert Humphrey I

- Dr. C. Bverett Koap, surgeon general under President Ronald Reagan, has formed a consumer health coalition.

- Dr. David Kessler, former commissioner of the Food and Dmg Administration under Presidents George Bush and
Clinton, joined with Koap to fight the tobacco industy.

Sowrce: Lobbying reports on file with Congress and Minnesota Campaign Finance and Public Disclosure Board.
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Tobacco Industry's Figures on Political Spending Don't

Reflect Gifts to Think
Tanks, Other Groups
By Timothy Noah and Lawrie McGinley
Staff Reparters of The Wall Street Jowrnal

WASHINGTON — The embattled tobacco industry is

spending more moncy than ever to influence the
political process, but some of iis lazgess eludes
political radar.

That's becanse the indusy's record $4.1 million in
dnnations to political candidates end parties last yeer
represents but a portion of ite contributions - the part
that wust be disclosed to the public. There's snother,
largely undisclosed, dimension to the tobacco
mdustry’s political giving. Philip Morris Cos. snd R.J.

Reynolds Tobacce Co., for example, also lavish
domations on like-minded think tanks and other groups

that shere its views — particulasly an antipathy toward
David Kessler's Food and Drug Administration, which
Waus to regulatr cigareites.,

These tobaceo donationa represent & kind of stealth
spending that reinforces the induswy's direct political
comributions. No one kmows exastly how mmich
additiona] mumey this giving represents because the
poups don't have to disclose it A few groups
vohutarily anawered querics from The Wall Street
Jomna] about their tobscco domations, but imost
declined to fiurnish exact mumbers. Internal tobacco
sompany docwmsnts and tax filings offer a few scraps
of additional information. What'a clear is that danations
to these organizations arc considerable and have belped
the tabacco industry eultivate influential alliss,

Groups that have received tobacco industry donations
have been busy of late. The Washington Legal
Foundstion and the Competitive Eaterprise Institute
have recemtly taken high-profile steps to holster the
tobacco industry's arguments against FDA regulation of
cigarettes and bave pressed the courts and Congreas to
make sweeping changes in the way the FDA operatcs.

The Washington Lege! Foundation received a
$30,000 dopation from the RIR Nabiace Foundstion in

1993 gnd & $25,000 donstion from Philip Morrs in
1991, according to available documents. The
foundation won't discuss whether it has received more-
recent contributions, The Competitive Enterprice
Institute lists Philip Morris as one of it "competitive
allies," meaning its ammugl donation is more than
$10,000.

Then there is Citizens for @ Sound Economy, which
has spent §2 million in ity campaign to overhaul the
FDA, arguing thet the agency should stick with its
"ariginal mission" of epproving new drugs snd medical
devices. The group received $91,800 from Philip
Morris in 199], according to tobacco company
docwments that have been madeé public, (The group
refuses to identify donors.)

Stil another group, the Progress snd Freedom
Foundation, which got contributons last yoar fom
both Philip Momia and R.J. Roynolde, wanta to
drastically reshape the agency, pesceling out wmny
dutics to private entitics.

"The whole war against the FDA is grounded in s
tobacco issue 85 much as sny other issue,” says Rep.
Richard Durbiss, sn Jlinois Democrat who hes led
antismoking efforts in Congress. "The firepower of
Citizens for a Hound FEcopnomy and fhese other
highflying, greet-pamed orgonizations is tobacco
money. They are trying to cripple the FDA, because
Dy. Kessler and this administration have taken them
head on and they don't like it." Soms of the groups
have nlso gotten sizable contributions from the dwg
and medical-device indugtries, which also have an
inteveat in overhanling the FDA,

The groups, which genemlly shaye & conservative
philosophy end advocatr shrinking the feders)
government, all say thoy don't need prodding by the
tohacco donations to declare war on feders! rlcs and
bureaucracy; it comes nanuwelly. "We werc writing
about tobscco taxes and tobacco-type issues long
before we ever got 8 dime from thesc compunics,” says
analyst Jerry Taylor of the lihertarian Cato Institute,
which he says seceived more than $100,000 last year
from Philip Moris and $50,000 from R.]. Reynalds, a
unit of RIR Nabisco Holdings Corp. "We're adults; we
should have a right to live our livas as we see fit."

Still, these organizations, which operate with limited
vesowrces, engage in campaigna that neatly dovetail
with the tobacco industry's nesds, Mr. Taylor, for
example, 18 Cato's resident expert on environmental

Copr. © West 2001 No Claim to Orig. 1.8, Govt. Works
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maters, and last full wrote an op-cd article for the
Washington Times attacking the FDA's propased rule
restricting tobacco marketing to kads. The think tanks'
activities lend ap inteflectual mpport to pro-tobacco
arguments that would sound self-serving coming from
the industry itself.

In an effost to mock the FDA's propased regulation of
tobacce, the Competitive Enterprise Institute & few
months ago filed » petition asking the agency fo
regulate coffee and other caffeinated drinks as & drug.
Sem Kszman, the groups genersl  counsel,
acknowledged that although regulating caffeine would
produce "o social benefit," it was needed because the
FDA's critzzig for regulating tobacco "are 83 apphcablc
to caffeins a5 they are o nicotine,”

Recently, the Washington Logal Foundation enlisted
conservative jurist Rabert Bork to write to the FDA to
oppase the regulation of cigarettes, eaying that the
plenned  sdvertismg  restictions are  "patently
mconstitmtional.” Judge Bork also prepared a "legal
backgtoumder® on the iasue that was circulated to
veporters, Citizens for o Sound Econony, mesnwhile,
is planning 1o raliy thousands of members in coming
weeks 1o push for s oveshau! of the FDA.

Conaervative growpa aren't the only ones Jeceiving
tobacco-industry contributions; so are some liboral
gronps such a8 the American Civil Liberties Union,
which gets about $50,000 to $70,000 & year from the
tobacco induwstry, according fo @ epokesman, Denny
Lee. The ACLU, a staunch dofender of free speech,
opposes the FDA' proposed restrictions on tobacco
advertigements desred accessible to pinors,

The perception that the ACLU is “protobaceo” has
kept at least ons organization ~ the University of
Californis — from seeking its help In o free-speech
case. When the umiveraity last yoar wes fighting an
injunction sought by Brown & Williamson Tobacco
Coarp. « a unit of B.A.T Industries PLC — to biock the
umvensitys publication of interpal  company
documents, it chose not to ask the ACLU to submiit a

Tobhacco Mcney

frisud-of-the-court brief. "We just felt that it was

unlikely they would want to weigh in on this,” says
university counsel Christopher Pamti, The ACLU's Mr.
Lee says Mr. Patti's statement wilects o “gross
misunderstanding” of how the ACLU operatca. "We
have been known ta take on issues that go againat our
donars,” he says.

Tobacco companics that give directly to nonprofit
groups aren't required to disclose the donations wnless
they make thems through a mx-cxmmtfouudanmas

‘does R.J, Reynolds (though it also makes contriburtions

directly from the company itself, which peedn't be
disclosed). Recipients - even nonprofit growps -« aren't
required to disclose their benefactors to the public.

All of the think tanka deny that they ave swayed by the
domations, and they don't apologize for taking on the
FDA.

Daxie] Popeo argues that pressure from his group, the
Washington Legal Foundation, helped prompt FDA
Commissianer Keasler to ke long-overdus sieps fo
speed drug approvals. Jeffiey Eiscuach of the Progress
and Freedom Foundation notes that his FDA-design
plan was ovemeen by former Health and Humen
Services Secretary Lowis Sullivan, & longtime smoking
fos. "] think the content of oy report and the substance
spoaks for itself,” he says. Marlo lewis of the
Competitive Enterpriss Inatitute notes that his group,
unlike tobacco compenics, believes that "cigaveties are
addictive.” Brent Bahler, & spokssman for Citizens for

. & Sound Economy, says, "no donor can infivence owr

mission.”

Tobacco comparies sleo deny any cause-cifect link
between charitable giving and think-wuk advocacy.
Philip Morris "gives 10 think tanks because their
philosaphy and programs ere conzistent with points of
view that Philip Morris supports,” says Daricane L.
Dennis, communications director for Philip Morris:
"Open market, lower taxes, less regnlation.”

-

Top ten tobacoo PAC recipients in current charges {donations received

1986 threugh 1995}, in thoupands
1 Rep. Thomas Bliley (R., Va.)
4 Rep. Charlie Roge (P., H.C.)
Rep. Lawle Fayme (D., Va.)
Sen. Jesegs Helms (R., N.C.)
Sen. Wendell Ford (D., Ky.)
Rep. Rick Roucher (D., Va.)
Rep. Jim Bunning (R., Ky.)
Rep. B{ll Hefner (D., N.C.)
Ben. Mitch McCommell (R., Ky)

O EJAge W

5124
105

77
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10 Rep. Richard Gephardr (D., Mo.)
Bource: Commeon Cause ‘
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PAUL M. NEUHAUSER

Attorney at Law (Admitted New York and Jowa)
5770 Midmght Pass Road
Sarasota, Florida 34242
Tel and fax: (941) 349-6164 . Email: pmneuhauser@aol.com

January 10, 2002

Secunties & Exchange Commission
450 Fifth Street, N'W,
Washington, D.C. 20549

Att: Kier Gumbs, Esq.
Office of the Chief Counsel
Division of Corporation Finance

Re: Shareholder Proposal Submitted to UST, Inc.
Via email
Dear Sir/Madam:

I have been asked by the Sisters of Charity of the Incarmate Word and the
Sisters of St Francis of Assisi (who are jointly referred to hereafter as the “Proponents™),
each of which is a beneficial owner of shares of common stock of UST, Inc. (bereinafter
referred to as “UST” or the “Company”), and who have joint! y submitted a shareholder
proposal to UST, to respond to the letter dated December 21, 2001, sent to the Securities
& Exchange Commission by Skaddan, Arps, Slate, Meagher & Flom on behalf of the
Company, in which UST contends that the Proponents” shareholder proposal may be
excluded from the Company's year 2002 proxy statement by virtue of Rules 14a-8(i)(3),
14a-8(iX5), and 14a-8(i)7).

I have reviewed the Proponents’ shareholder proposal, as well as the aforesaid
letter sent by the Company, and based upon the foregoing, as well as upon a review of
Rule j4a-8, it is my opinion that the Proponents’ shareholder proposal must be included
in UST’s year 2002 proxy statement and that it is not excludable by virtue of any of the
cited rules,

The Proponents’ shareholder proposal requests the Company to make annual
disclosure of its charitable contributions.
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Rule 14a-8(iX3)
A.

We agree that the Company has raised a valid point with respect to the second and
fourth Whereas clauses (in that the Company is not one of the tobacco companies
mentjoned in the articles) and the Proponents are therefore willing, if the Staff so directs,
to amend them as follows:

Second Whereas clause: after the word “WHEREAS” insert the words “certain
tobacco companies, not including UST.” for the words “the Company and other
tébacco companies”.

Fourth Whereas clause; delete the words “to counter attacks on the company

As thus amended, the Companies objections to those Whereas clauses would be
obwviated.

B.

In-contrast, the Company’s objection to the use of the word “substantial” in the
first Whereas clause is, itself, an insubstantial objection, All that the Company’s no-
action letter states is that the Company’s charitable contributions were less than 5% of
sales, earfiings and assets, No specific figure is given for the actual amount of the
contributions made by the Company. The Company’s annual report for 2000 reveals that
total assets were approximately $1,648 billion, sales were $1,548 billion and earnings
were approximately $442 million (pretax eamings were $718.435 million). Five percent
of the lowest figure (earnings) would be $22.1 million. Less than 5% could still be as
much as $22 million. (We will use that figure in light of the Company’s failure to
provide the actual sums that it regards as insubstantial.) We submit that, on an absolute
basis, $22 million would cenainly be deemed to be a substantial sum by any reasonable
standard.

An alternative approach to the term “substantial” is to compare the presumed UST
charitable contributions of almost 5% of eamnings ($22 million) with the percentage of
earnings that the average American corporation makes to charitable causes. According to
a press release issued by the AAFRC Trust for Philanthropy on May 23, 2001, corporate
giving in the year 2000 “represents 1.2 percent of corporate pre-tax income™. (See www.
AAFRC.org ) Charitable comtributions of $22 million by UST would represent 3.0% of
its year 2000 pretax income of $718.435 million. Charitable contributions which are in
the range of two and a half times the “normal” amount are certainly substantial.
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C.

The Company’s contention that the proposal is vague is wholly without merit.
The shareholder proposal calls upon the Company to “provide its shareholders . . . with
complete lists of [contributions) made by the Company in each calendar year” It is
difficult in the extreme to understand how this request can be deemed so vague that it
would be impossible to implement. Any REASONABLE shareholder would understand
that there would be an annual report giving the prior year’s list. Furthermore, the
Resolve ¢lause mentions the use of the Company’s own ANNUAL REPORT as one
method of conveying this information to the shareholders. Indeed, the very fact that the
Company has found it necessary to make this argument seems suspiciously like an act of
desperation.

D.

If the Staff were to agree that the Proponents’ shareholder proposal is of the type
that is incomplete without some reference to the costs of preparing the annual list, the
Proponerits would be willing to insert the words “(at reasonable cost)” after the word
“provide”. In this connection, we note that each of the three no-action letters cited by the
Company permitted the proponent to similarly amend his proposal.

In any event, even if the Staff were to deemn one or more of the Whereas
statements to be impermissible under Rule 14a-9, the remainder of the proposal would
not be excludable by virtue of Rule 14a- 8(i)(3).

In addition, the Proponents are willing to amend the proposal to conform it to the
Staff’s view if the Staff were to disagree with us in any particular.

Rule 14a-8(iX5)
The Company’s argument is fatally flawed in at Jeast three respects.

First of all, Rule 14a-8(i)X(5) is inapplicable to a shareholder proposal concerning
charitable contributions. That exclusion refers exclusively to “operations” which are not
economically significant to the registram. The Proponents’ shareholder resolution does
not deal with UST’s operations. Therefore (i)X5) is inapplicable on its face. Thus, in its
most recent revision of the wording of (1)(5), the Commission stated that the
subparagraph “relates to proposals concerning the functioning of the economic business
of the issuci”. Release 34-20091 (August 16, 1983) (Emphasis supplied.) Since the
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Proponernits’ shareholder proposal does not pertain to the functioning of the economic
business 6f UST, Rule 14a-8(iX5) is wholly inapplicable.

Secondly, the Staff has consistently held that (iX5) is inapplicable to shareholder
proposals calling for the disclosure of charitable contributions. See, ¢.g., The Advest
Group, In¢. (September 23, 1997); Bearings, Inc. (August 6, 1982).

Thirdly, even if the proposal were to be deemed to relate to the operations of the
Company, the test under Rule 14a-8(i)($) is not exclusively an economic test. Evenifa
proposal is not economically significamt, the Rule explicitly states that a proposal cannot
be excluded if it is “otherwise significantly related” to the Company’s operations. We
submit that disclosure of charitable contributions falls under this rubric as “‘otherwise
significaritly related”. How is one to decide whether a proposal falls within this
exception to the economic test? “Historically, the Commission staff has taken the
position that certain proposals. . . raise policy issues of significance. . .” Release 34-
19135 (October 14, 1982), Does a proposal for the disclosure of a registrant’s charitable
contributions raise a significant policy issue? We submit that the answer to that question
can only be a resounding “Yes”. The best proof that the answer is “yes” is to be found in
the fact that there have been a series of proposals in the Congress to amend the Securities
Exchange Act of 1934 to mandate disclosure of charitable contributions. See, e.g., HR
887 (106® Congress) which would have amended the 34 Act to require disclosure to
sharcholders of the registrant's previous year’s charitable contributions. (This bill was
passed by the relevant subcommittee of the House Commerce Commuittee and marked up
by the full committee on March 15, 2000). Sce also HR 944 (105™ Congress), which had
sirnilar provisions. Cf. HR 945 (105® Congress). In connection with the markup,
Represemtative Tom Blily (R-Va), Chairman of the House Commerce Committee, issued
a press reJease on March 15, 2000, supporting the bill in which he stated:

The emphasis of this bill is increased disclosure for the benefit of sharcholders, a
purpose we should all share, Under present law, shareholders have no right to
Jearn where, and how much of, their money is being donated to charities. This
just is not right, as corporate donations to charity are in effect donations of
sharcholder money. Since it is shareholder money which is being donated,
shareholders should have the right under our securities law to Jearn how the
money is being spent. . . .

In connection with these Congressional proposals, The Securities Exchange
Commission was asked by the House Committee on Commerce to comment on the
proposed legislation and the Commission, in turn, asked for public comment on these
bills. (Ses File No. S7-26-97.) The Commission received email communications from 72
commentitors, plus 65 communications by mail, indicating a great deal of public interest
in the 1ssue.

It therefore would appear to be clear beyond cavil that the question of whether a
registrant should make available a list of its charitable contributions is, in fact a major
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policy question. The House Commerce Committee, the public and, apparently, the
Commission itself all seem to think so.

I addition it should be noted that shareholder proposals requesting disclosure of
charitable contributions raise important policy issues for purposes of Rule 14a-8(1X7).
Thus, the staff has stated, “We note that the proposal relates to charitable contributions,
which the Division has generally found to involve a matter of basic corporate policy
which is extraordinary in nature and beyond Citigroup's ordinary business operations.”
Citigroup Inc. (February 29, 2000). Identical language can also be found in AT&T Corp.
(February 17, 2000); Bell Atlantic Corporation (February 17, 2000); Union Pacific
Corporation (February S, 1993). No reason appears why there should be any difference
between what is an important policy concern for purposes of (i)7) and what is an
importatit policy concern for purposes of (i)(5). The analysis should be identical.

For the foregoing reasons, the Proponents’ shareholder proposal is not excludable
by virtue of Rule 14a-8(i)(5).

Rule 14a-8 (iX7)

UST concedes in its no-action request letter (pages 6-7) that shareholder
proposals which request disclosure of charitable contributions are not excludable
pursuant to Rule 14a-8(iX7) since they raise important policy concerns.

Thus the Staff has stated: “We note that the proposal relates to charitable
contributions, which the Division has generally found to involve a matter of basic
corporate policy which is extraordinary in nature and beyond Citigroup's ordinary
business operations. Accordingly, we do not believe that Citigroup may omit the
proposal.” Citigroup Inc. (February 29, 2000); Sec also AT&T Corp. (February 17,
2000); Bell Atlantic Corporation (February 17, 2000); Union Pacific Corporation
(February 5, 1993),

The Proponents’ sharcholder proposal does not identify specific recipients who
should be granted contributions. It is phrased as a general disclosure resolution covering
all contributions. The mative of the Proponents is irrelevant. It is irrelevant, even if true,
that a giveén proponent of such a resolution is interested in whether some particular types
of charitable organizations are receiving funds, whether those recipients are advocacy
organizations of some type, sbortion advocates or opponents, universities which employ
Marxist professors or liberal or conservative think tanks. Such motives are irrelevant to
the question of whether the proposal raises an important policy issue. Sharcholders will
vote on the resolution as drafted, not on the motives of the proponents. Indeed, the very
purpose of such proposals is to permit the shareholders to examine who are the recipients
of the Company’s largess. As already noted, Congressman Blily has put it as follows;

Under present law, shareholders have no right to learn where, and how much of,
theéir money is being donated to charities. This just is not right, as corporate
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Finally, the Proponents” shareholder proposal is directed fsim‘ply‘at charitable
orgam"zatlﬁmg”rhe reference to “‘educational, religim_xs” et entities 1s simply a;l
enumeration of some of the types of charitable organizations which are covered.

For the reasons set forth above, the Proponents” shareholder proposal cannot be
excluded by virtue of Rule 142-8(i)(7).

In conclusion, we request the Staff to inform the Company that the SEC proxy
rules require denial of the Company's no action request. We would appreciate your
telephoning the undersigned at (thru February 27) 941-349-6164 with respect to any
questiotis in connection with this matter or if the staff wishes any further information.
Please also note that the undersigned may be reached by mail or express delivery at the

letterhead Florida address thru February 27 (thereafler inquire for updated contact
informdtion via the email address).

Very truly yours,

Paui M. Neuhauser
Aftorney at Law

cc. David J. Friedman, Esq.
All proponents
Sister Regina Murphy
Rev Michael Crosby
Sister Pat Wolf

FRac
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Office of Chief Counsel

Division of Corporation Finance
Securities and Exchange Commission
450 Fifth Street, N.W.

Judiciary Plaza

Washington, D.C. 20549

Re:  Shareholder Proposal Submitted for
Inclusion in UST Inc.'s 2002 Proxy Materials

Ladies and Gentlemen:

[ am writing on behalf of UST Inc. (the "Company") because the
Company continues to believe that it is appropriate for the Staff not to recommend
enforcement action if the shareholder proposal (the "Proposal") submitted by the
Sisters of Charity of the Incarnate Word and the Sisters of St. Francis of Assisi (the
"Proponents") is omitted from the Company's proxy materials for the 2002 annual
meeting of stockholders (the "2002 Proxy Materials") for the reasons set forth in our
letter dated December 21, 2001 and to respond to certain of the matters raised in the
letter dated January 10, 2002 submitted by Paul M. Neuhauser on behalf of the
Proponents. The Proposal requests that the Company "regularly provide its share-
holders and the public (e.g. through its annual reports and/or its website) with
complete lists of each financial or in-kind contribution or grant made by the Company
in each calendar year starting with 2002 to any charitable, educational, religious,
nonprofit, or tax-exempt entity." We had, on behalf of the Company, previously
delivered to the Staff a letter dated December 21, 2001.




Securities and Exchange Commission
January 24, 2002
Page 2

Rule 142-8(1)(7)

As described in our earlier letter, the Company believes that the
Proposal deals with matters relating to the Company's ordinary business operations
and may properly be omitted pursuant to Rule 14a-8(i)(7).

Counsel for the Proponents suggests that the Proposal may not be
omitted because, in counsel’s judgment, the Proponents’ motives should be disre-
garded. While, we understand, that a Proponents' motives for submitting a proposal
for inclusion in a company's proxy statement generally may not be relevant, the
resolution contained in the Proposal, especially in light of the Proponent’s motives,
must be considered in the context of the entire Proposal. As noted in our prior letter,
the second "Whereas" clause contained in the Proposal indicates that the real purpose
of the Proposal is to obtain a list of any contributions or grants, not just charitable
contributions or grants, made by the Company to "nonprofit organizations that
advocate the Company's political positions before Congress and state legislatures."
Furthermore, the Proposal taken as a whole indicates that its goal is to limit contribu-
tions made to such organizations. In light of the fact that the Proposal taken as a
whole is directed to specific types of entities and that the resolution is not limited to
"charitable contributions," the no-action letters cited by Mr. Neuhauser and in our
prior letter, which involved proposals relating to charitable contributions generally,
are not applicable to the instant Proposal.

Based on the foregoing and the reasons set forth in our letter dated
December 21, 2001, the Company continues to believe that the Proposal is excludable
because it deals with a matter relating to the Company's ordinary business operations.

Conclusion
For the reasons set forth above and in our letter dated December 21,

2001, we respectfully request that the Staff not recommend any enforcement action if
the Proposal is excluded from the Company's 2002 Proxy Materials.
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Copies of this letter are being sent to Paul M. Neuhauser and the
Proponents via certified mail. If you have any questions regarding any aspect of this
request, please feel free to call the undersigned at (212) 735-2218.

Please acknowledge receipt of this letter and its enclosures by stamp-
ing the enclosed copy of this letter and returning it to our messenger.

Very truly yours,

Dol T Frivolmon ek

David J. Friedman
cc: Paul M. Neuhauser

Debra A. Baker
(UST Inc.)

Sister Lillian Anne Healy

Director of Corporate Social Responsibility

Congregation of the Sisters of Charity of the Incarnate Word
P.O. Box 230969

6510 Lawndale

Houston, TX 77223-0969

Irene Senn

Corporate Responsibility Agent
The Sisters of St. Francis of Assisi
3221 South Lake Drive

St. Francis, WI 53235-3799

587484-New York S7A




DIVISION OF CORPORATION FINANCE
INFORMAL PROCEDURES REGARDING SHAREHOLDER PROPOSALS

The Division of Corporation Finance believes that its responsibility with respect to
matters arising under Rule 14a-8 [17 CFR 240.14a-8], as with other matters under the proxy
rules, is to aid those who must comply with the rule by offering informal advice and suggestions
and to determine, initially, whether or not it may be appropriate in a particular matter to
recommend enforcement action to the Commission. In connection with a shareholder proposal
under Rule 14a-8, the Division’s staff considers the information furnished to it by the Company
in support of its intention to exclude the proposals from the Company’s proxy materials, as well
as any information furnished by the proponent or the proponent’s representative.

Although Rule 14a-8(k) does not require any communications from shareholders to the
Commission’s staff, the staff will always consider information concerning alleged violations of
the statutes administered by the Commission, including argument as to whether or not activities
proposed to be taken would be violative of the statute or rule involved. The receipt by the staff
of such information, however, should not be construed as changing the staff’s informal
procedures and proxy review into a formal or adversary procedure.

It is important to note that the staff’s and Commission’s no-action responses to
Rule 14a-8(j) submissions reflect only informal views. The determinations reached in these no-
action letters do not and cannot adjudicate the merits of a company’s position with respect to the
proposal. Only a court such as a U.S. District Court can decide whether a company is obligated
to include shareholder proposals in its proxy materials. Accordingly a discretionary
determination not to recommend or take Commission enforcement action, does not preclude a
proponent, or any shareholder of a company, from pursuing any rights he or she may have
against the company in court, should the management omit the proposal from the company’s J
proxy material.




February 26, 2002

Response of the Office of Chiet Counsel
Division of Corporation Finance

Re:  UST Inc.
Incoming letter dated December 21, 2001

The proposal requests that UST “regularly provide its shareholders and the public
(e.g. through its annual reports and/or website) with complete lists of each financial or
in-kind contribution or grant made by the Company in each calendar year starting with
2002 to any charitable, educational, religious, non-profit or tax-exempt entity.”

We are unable to concur in your view that UST may exclude the entire proposal
under rule 14a-8(i)(3). It appears, however, that portions of the supporting statement may
be materially false or misleading under rule 14a-9. In our view, the supporting statement
must be revised in the following manner:

e delete the second Whereas clause;

» revise the fourth Whereas clause to delete the phrase “to counter attacks on
the company and”; and

o delete the phrase “in a way that directly responds to the many attacks on the
company and” in the sentence that begins “Full disclosure will . . . ” and ends
“. .. philanthropic efforts.”

Accordingly, we will not recommend enforcement action to the Commission if UST
omits only the above portions of the supporting statement from its proxy materials in
reliance on rule 14a-8(i)(3).

We are unable to concur in your view that UST may exclude the proposal under
rule 14a-8(i)(5). Accordingly, we do not believe that UST may exclude the proposal
from its proxy materials in reliance on rule 14a-8(1)(5).

We are unable to concur in your view that UST may exclude the proposal under
rule 14a-8(1)(7). Accordingly, we do not believe that UST may exclude the proposal
from its proxy materials in reliance on rule 14a-8(i)(7).

Si c?rely

’ Grace K. Lee
‘m)mey-Advisor




